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SUBJECT: Personal Exemption Credit For Child/ Al ow Custodial & Noncustodial Parents
To CaimCredit

SUMVARY

Under the Personal Incone Tax Law (PITL), this bill would allow both custodial and
noncust odi al parents to claima personal exenption credit for the same child under
certain conditions.

EFFECTI VE DATE

This bill would be effective i mediately upon enactnent and apply to taxabl e years
begi nning on or after January 1, 1999.

SPECI FI C FI NDI NGS

Exi sting federal |aw provides personal exenptions for an individual, his or her
spouse and dependents subject to certain income |imtations. These exenptions are
treated as deductions from adjusted gross income (AG). The exenption anount is

i ndexed annually for inflation and is $2,642 for the 1998 tax year. Exenption
deductions begin to phase out at federal AGQ |evels over specified amounts, which are
t he same anounts as those for state | aw noted bel ow

Exi sting federal |aw provides that the parent having “custody” of the child for a
greater portion of the calendar year is the "custodial parent” and would generally be
entitled to the personal exenption for the dependent child. |If the custodial parent
signs a witten declaration that he or she will not claimthe exenption for any

t axabl e year, the noncustodial parent is entitled to the exenption.

The federal Taxpayer Relief Act of 1997 (TRA of 1997) provided a child tax credit of
$400 for 1998 and $500 for 1999 and each year thereafter for each qualifying child.
“Qualifying child” is defined as any individual (1) for whomthe taxpayer is allowed
t he exenption deduction, (2) who is under the age of 17, and (3) who bears the sane
relationship to the taxpayer as that required under the relationship test for the
federal earned incone credit. The “qualifying child” nust be a citizen, national, or
resident of the United States. This child tax credit is phased out for taxpayers

wi th adjusted gross i ncone above specified | evels. For taxpayers with three or nore
qualifying children, the credit is limted to the greater of (1) the excess of
regul ar tax over tentative mnimumtax, or (2) the alternative credit amount, as
defined. Any credit anpbunt in excess of these limtations, reduced by the anount

of alternative mninmnumtax paid, will be refunded to the taxpayer
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Exi sting state | aw provi des various exenption credits, including a personal
exenption credit based on filing status, and an additional personal exenption
credit for the blind and for individuals 65 or older. Unlike federal |aw, these
personal exenptions are not deductions from AG@ but are credits against tax. The
personal exenption credit anmount is indexed annually for inflation and is $70 for
the 1998 tax year. To conpute personal exenption credits, the total nunber of
personal exenptions clainmed is nultiplied by the exenption credit anmount (total
nunmber of exenptions x $70 = exenption credit). Personal exenption credits are
not refundable and may not be carried over to future years.

Current state law allows a personal exenption credit for each dependent for whom
an exenption is allowabl e under federal |law. The exenption credit for a
dependent is $253 for 1998 and $227 for 1999 and is indexed annually for
inflation beginning in tax year 2000. These dependent exenptions are not
deductions fromAGd, but are credits against tax. The state dependent exenption
credit differs fromthe federal child tax credit in ambunt ($400 federal in 1998
versus $253 state in 1998). It also is broader in that the qualifying dependent
definition for state purposes is not limted to children under age 17 who neet
the relationship test under the earned incone credit rules but allows all
dependents to qualify.

Current state law also allows a unique joint custody head of household credit in
an amount equal to 30% of net tax (not to exceed $281 for 1998) to an individual
who is:

1) not married at the close of the taxable year, or files a separate return
and whose spouse is not a nenber of the individual's household during the
entire taxable year

2) maintains as his or her honme a househol d which constitutes for the
taxabl e year the principal place of abode for a qualifying child for no | ess
than 146 days of the taxable year, but no nore than 219 days of the taxable
year under a decree of dissolution or separate maintenance, or under a
written agreenent between the parents prior to the issuance of a decree of

di ssol ution or separate mai ntenance where the proceedi ngs have been
initiated;

3) furnishes over one-half the cost of maintaining the household during the
t axabl e year; and

(4) does not qualify for head of household or surviving spouse filing status
under state tax |aw.

Exi sting state | aw provides two limtations on exenption credits:

1. Exenption credits begin to phase out at federal AG |evels over the anmounts
listed bel ow

Filing Status AG (1998)
Single/Married Filing Separate $116, 777
Head of Househol d $175, 166
Married Filing Joint $233, 556
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2. Exenption credits are limted to the anount by which regular tax before
credits exceeds tentative mninmumtax (TM).

This bill would allow the noncustodial parent of a child to claima persona
exenption credit for that child if that parent pays all court-ordered child
support by Decenber 31%' of the year for which the child support is due. Child is
defined by reference to federal |aw as the taxpayer’s son, stepson, daughter, or
st epdaughter.

This bill would allow the custodial parent to also claima dependent exenption
credit for that child if the child resides with the custodial parent for at | east
50% or nore of the taxable year

This bill would require courts to consider the credits allowed by this bill when
determ ning child support.

Pol i cy Consi derations

Exi sting state tax |law currently provides a joint custody head of household
credit providing an amount equal to 30% of net tax (not to exceed $281 in
1998). Depending on the circunstances, the noncustodi al parent nmay be able
to claimboth the joint custody head of household credit and the personal
exenption credit allowed under this bill.

This credit requires that the taxpayer pay child support ordered by a court,
excl udi ng those taxpayers making voluntary child support paynents.

| npl enent ati on Consi derati ons

Departnent staff is available to work with the author's office to resol ve
t hese and other concerns that nmay be identified.

The bill allows the exenption credit to the custodial parent if the child
resides with the custodial parent “at |east 50% or nore of a taxable year.”
Thi s provision changes California | aw, which conforns to federal law, for
residency requirements for a custodial parent claimng the exenption credit.
If the author does not intend to nodify state |aw for the custodial parent,
al | of subparagraph B of paragraph 3 can be deleted so that the custodial
parent will be entitled to the exenption credit under current law, and this
new credit will be allowed in addition to the existing credit.

This bill allows an exenption credit if a parent pays, by Decenber 31 of
the year in which it is owed, all child support ordered by a court.
However, it should be specified whether "all child support ordered by a
court” would include both current year and all prior year child support
owed.

Further, if a taxpayer owes child support for nore than one child (by
different nothers) and is current for one child, but not current for another
child, it is unclear if the taxpayer would be allowed to claiman exenption
for the child for which the support paynents are current.
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Techni cal Consi der ati ons

It is unclear why the bill includes a reference to I RC section 152(e).

Except for using this IRC section's definition of "dependents" for the state
personal exenption credit, the Revenue and Taxati on Code (R&TC) is not
conformed to this IRC section. This reference is confusing and shoul d be
del et ed.

This bill would establish, in the R&TC, a requirenent for courts to consider
the credits allowed by this bill when determ ning child support. For public
conveni ence, the author may wi sh to consider placing this requirenent in the
Fam | y Code.

FI SCAL | MPACT

Departnental Costs

If the inplenmentation concerns are resolved, this bill should not
significantly inpact the departnment’'s costs.

Tax Revenue Esti mate

The revenue inpact of this bill, under the assunptions discussed below, is
estimated to be as foll ows:

Revenue | npact of AB 53
For Taxabl e Years Begi nning 1/01/99
Assuned Enactnment After 6/30/99
Fi scal Years
(I'n M11lions)
1999/ 2000 2000/ 01 2001/ 02 2002/ 03
($180) ($180) ($185) ($190)

Thi s anal ysis does not consider the possible changes in enploynent, personal
i ncone, or gross state product that could result fromthis bill.

This provision is not anticipated to have a significant inpact on taxpayer
behavi or, due to the relatively | owincones of the obligors and the average
del i nquency val ue, estimated to be approximately $10,000. This m nor
incentive (less than $500, 000 annually in additional credits) does not
affect the rounded estimates above.

Tax Revenue Di scussi on

The inpact of this bill would depend upon the number of individuals claimng
the credit and the average credit applied against tax liabilities.

The estimated revenue | osses were deternmined in the foll owi ng steps:

First, it was assunmed that qualifying individuals nust be current for all
prior year and current year child support obligations, and all support
orders nust be paid by Decenmber 31 of the tax year for which the credit is
cl ai ned.
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Second, the total number of individuals qualifying for the credit was based
on information fromthe California Departnment of Social Services (DSS) and
the U S. Statistical Abstract. According to the above sources:

District Attorney’s offices (DA) handle nore than two mllion child
support cases. O this total, approximately 50% (1 mllion) of the cases
have support orders.

The DA handl es approxi mately 58% of all cases with support orders.

For those court-ordered support cases handl ed by DAs, approximtely 22%
(226,000) of all obligors are current (all court-ordered child support is
paid in full with no arrearages) with their child support paynment. This
was based on a characteristic survey on the social and economc
characteristics of famlies receiving child support enforcenment services
prepared by DSS and ot her data avail able from DSS.

The average nunber of dependents per case is approximtely 1.5.

For those cases not handled through DAs, it is estimated that
approxi mately 415,000 obligors are current with their child support
paynment. This assunption was based on information fromthe U S.
Statistical Abstract and DSS.

The average incone for obligors is estimated to be $30, 000 ($25, 000 for
cases handl ed through DAs and $35,000 for non-DA cases). This average
was based on information from DSS and a study conducted by the Judici al
Council on child support cases in which an order was entered.

The average credit for 1999 is estimted to be $329 per clai mant.

Based on information fromthe departnent’s personal inconme tax nodel, and
adjusting for the recently enacted renters credit, 84%of the credit is
estimated to reduce available tax liabilities.

Therefore, under this bill, approximtely 641, 000 individuals would claim
the credit for a revenue | oss of approximately $180 million [641, 000
claimants x $276 applied credit ($329 average credit x 84% applied = $276)].

BOARD POSI T1 ON

Pendi ng.



